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Negative 6%

The broad market, as measured 
by the S&P 500 and DJIA, was 
down roughly 6% for the month of 
May.  The details vary some as to 
the ‘why’ answers from the finan-
cial analyst community.  There is a 
solid consensus for a one-word re-
sponse, ‘tariffs’. Or perhaps the one 
word response should be ‘talk’.  
That is talk as in talk (or tweets) of 
tariffs and retaliatory tariffs. 

By the end of the first full 
week in June the markets were up 
4+%.  The driver for the change of 
direction appears to the comments 
from Chairman Powell that the Fed 
would do what needed to be done 
to support the economy. 

 ‘Talk’ was a common denomi-
nator in both the downside and up-
side market movements. 

Economic Expansion 
If the US economy continues 

to grow through July, it will set a 
record for the longest economic 
expansion in the nation’s history.  
It seems likely that we will set a 
new record. 

IPOs

When a previously private 
company transitions to become a 
publicly traded company, the event 
is called an IPO, Initial Public Of-
fering.  There has been enough IPO 
activity this year that we thought 
the topic was worthy of discussion. 

It makes sense at the outset to 
disclose our bias against IPOs.  We 
do not participate in IPOs and rou-
tinely recommend that our clients 
avoid them as well.  There is usual-
ly so much enthusiasm in favor of 
the newly minted public company 
that our bias can sound like sour 
grapes. 

IPO VALUATIONS 

The vast majority of IPOs are 
new companies. Most hope for a 
‘rags to riches’ growth trajectory. 
Before going public they acquire 
various levels of investment in-
tended to propel them further to-
ward the ‘riches’ end of the spec-
trum. 

Most start-up companies begin 
life with ‘friends and family’ in-
vestments. If they survive and 
grow, they may attract additional 
investment from VC (Venture Capi-
tal) firms.  If the company contin-
ues to grow it may attract private 
equity investors, pension capital, 
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and/or large institutional in-
vestors. At each subsequent 
step of additional investment 
someone is making a judgment 
call about how much the com-
pany is worth. 

 ‘Additive Valuations’ are 
often the result of this set of 
steps. The value of the first, in-
tervening, and last investors’ 
investment is totaled along with 
the percentage of control pur-
chased by each additional in-
vestment . Over t ime the 
founder’s interest in the com-
pany is diluted as they ex-
change shares for subsequent 
investments from others. 

FINANCIALS — SHOW ME! 

The main reason we are op-
posed to investing in IPOs is 
that it is incredibly difficult to 
determine a fair valuation for 
the stock. Public companies are 
subject to more rigorous regula-
tory and accounting standards 
than private ones. Private com-
pany valuations are often a total 
of everyone’s investments plus 
a large margin of additional 
‘hypothetical’ capital reflecting 
the value of the owners’ expec-
tations for future value. 

Lyft and Uber are two, re-
cent IPO examples. Lyft beat 
Uber to the IPO stage by listing 
the first part of April. Uber 
went public on May 10. Both 
operate in the same ride sharing 
business. Both are currently 
trading at or below their IPO 
offering price. 

Uber is currently trading 
near its opening IPO price after 
falling over 10% in the first few 
days of trading. Lyft is current-
ly trading at minus twenty plus 
percent from its IPO price. 

Uber has a market cap of 68 
billion based on its current trad-
ing price. Lyft has a market cap 
of 16 billion. 

Both companies are not 
profitable. Uber recently an-
nounced a quarterly loss of one 
billion dollars. 

Although both firms are 
currently in the shared ride 
business, they are also focused 
on a future where driverless 
transit will be the norm.  Their 
visions for the future are for 
multi-modal transit that in-
cludes delivery drones, scoot-
ers, cars, trucks and planes. 
Those who buy into the IPO are 
also buying into the ‘expecta-
tion’ that the vision will be 
achieved and profitable. 

UPSIDE: CLIMBING HIGH 

Two interesting biotech 
companies are also competing 
head-on in another market sec-
tor. Beyond Meat Inc. and Im-
possible Foods Inc. are both 
committed to large-scale pro-
duction of meat-free food alter-
natives. 

Beyond Meat, BYND, went 
public early in May.  The first 
part of June BYND was trading 
at over $103.00 per share up 
nearly 60% from its original 

IPO price a little over a month 
ago. BYND is not profitable. At 
the current share price, this 
money losing enterprise has a 
market cap of roughly 5.6 bil-
lion dollars. 

On June 7 the stock jumped 
36.6% to close above $137.00.  
After a little over a month of 
trading, BYND is showing 
signs of what every IPO dreams 
to become. 

Impossible Foods Inc. is 
staying private for the time be-
ing.  It recently completed an-
other round of private equity 
investment.  It is taking a more 
measured approach to growth 
that is focused on increasing 
production capacity and form-
ing partnerships with national 
food distribution channels. 

ONWARD & UPWARD 

There is a widespread ex-
pectation that IPOs start trading 
publicly and then the price rises 
ever upward without pause or 
correction. The only company 
we know that performed close 
to that expectation during our 
years in the business is Google.  
In our experience most of these 
companies can be bought six 
months or a year later for less 
than their original IPO price. 

DISCLOSURE  

We do hold Google (Alpha-
bet) stock in some client ac-
counts.  We do not hold any of 
the other stocks discussed in
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this newsletter in client ac-
counts.  We do watch the IPO 
market with interest if not un-
bridled enthusiasm.  We also 
thought it was important to dis-
close our bias against IPOs 
simply because it is so difficult 
to come up with a fair valua-
tion. 

We recognize that our bias 
against IPOs may cause us to 
miss some investment opportu-
nities. We also believe that it 
frequently saves us from mak-
ing poor investment decisions. 

“The Great Jobs 
Boom”

The Economist edition for 
the last week in May carried 
those words on the cover.  “In 
America the unemployment 
rate is only 3.6%, the lowest in 
half a century.”  Their reporting 
also touched on a topic of inter-
est, the ‘Gig’ economy. The 
magazine identified the size of 
the ‘Gig’ economy as one per-
cent of the total.  We expected 
that the percentage would be 
higher.  

    The Economist, May 25–31, 2019 

The ‘Gig’ economy is popu-
lated by all of those individuals 
who work as self-employed 
contract workers laboring with-
out any benefits package.  Lyft 
and Uber drivers fall into this 
category.  We recently read that 
Google has more contract 
workers than full time employ-
ees. 

Employment is strong in 
most of the developed world.  
What seems to be lagging is 
wage growth, measuring a frac-
tion of a percent of marginal 
increase per month.  We won-
der about the role of the Gig 
economy in this picture.  Clear-
ly large corporations can reduce 
labor costs by employing half 
or more of their workers as in-
dependent contractors. We 
wonder to what extent this 
practice is reflected in growing 
employment numbers and rela-
tively stagnant wage growth. 

May Jobs Creation

The May figure for new job 
creation was a surprise to the 
downside. It was significantly 
lower than expected.  The num-
bers matter less than the fact 
that it was a serious decline.  
The negative surprise argues for 
a slowing economy. 

The Federal Reserve

Chairman Powell of the 
Federal Reserve has announced 
a willingness to cut interest 
rates if the action is needed to 
support a slowing economy.  
This position amounts to some-
thing of a pragmatic accommo-
dation from someone who was 
fiercely defending the indepen-
dence of the Fed just a few 
months ago in the face of criti-
cism that interest rates where 
too high. 

Soft Recession

If the economic expansion 
continues through July it will 
be the longest in the history of 
the nation. We do not know 
when it will end.  We are inter-
ested in some economist’s sug-
gestion that we might experi-
ence a ‘soft’ recession. That 
position argues that what comes 
next will not be a steep decline 
or a long-term contraction in 
economic activity. There is 
some evidence to support that 
hopeful scenario. 

We’ll end with the same 
subject we discussed as the be-
ginning, tariffs. Timely and fa-
vorable resolution to our many 
tariff disputes will go a long 
way to support the hopeful sce-
nario of a ‘soft’ recession. 

As always, we are grateful for 
your business. 

Stephen & Susan 
Thanks for reading! 

You can also access our newslet-
ters on our website www.thero-
seim.com. 

“Past performance is no guarantee 
of future returns.”  This statement applies 
equally to the portfolios we manage as 
well as any mutual fund or individual 
security discussed in this publication.  
Compass Points newsletter is published 
for informational purposes as periodic 
communication with clients of The Rose 
Inc Investment Management.  Discussions 
of particular investments do not constitute 
recommendations to buy, sell or hold such 
investments.  Some content is drawn from 
other sources that are presumed, but not 
guaranteed, to be accurate.  Nothing in 
this publication should be construed as 
professional advice recommending any 
particular course of action to a reader. 
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